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The St. Paul Hailroad reorgenization was effected in Jenuary,
1828, through the approvel by & majority of the Interstate Commerce
Commigsion of the issuanece of the securitiss proposed in the plane.
Cormissioner Eastman wrote & dissenting opinion in which he called
attention to ths unsoundness of the roorganization plan mnd of the
approval given to it by the Commission. (Exhibit 4) This a.pparantlyi
did not carry very much weight with the mejority of the Commisnzione

The Wheeler subcommittee's hearin:s ehow that as early as
August, 1930, the Financial Vice-President of the S¢. Faul in Chicago
was writing snother Vice-President of the St. Paul in its finanecial
office in New York, already discussing the contingencles of enother
receivership =~ mprroximately two and oms-halfl yesrs after the Cemmlssion
had given its approval to the issuence of over half & billion doilars
of reorganization securities under the 1928 reorganisetion pian.
(Hearings - Dec. 10, 1937, 0Galley 74 ¥FV) -The subcommittee's hearings
show that from 1930 on, on occasion after occasion, various officers
and directors of the St. Paul were recognizing that it wes hesded for
a receivership again. (Hearin:s - Dec. 9, 1937, Galleys 41 FFV and
43,44 FFV; Decs 13, 1987, Galley 16 LU) As early as 1850 the railroad
wes already unsble to meet the Interest oharges on approximately
$180,000,000 of cumulative income bonds issued wumder the 1928 reorganiza-
ticn plen by authority of the Interstate Commerce Commissions Barkruptey
wes deferred in the succeeding years with the help of the R.¥.C., which
loaned the road more than $11,000,00C from 1932 through 1934. Despite
these large borrowings, tho company was compelled to go into bankruptey
for snother and more drastic reorpgandzstion of its capitml structure

in the sumor of 1935, only seven ami one-half years after it had




emerged from receivership wnder & reorganizetion plan approved by the
Cammissions

The totel cost of the 1925-1928 receivership smd reorgenizetion
was in ths neighborhood of §7,000,000. (Hearings - Lecember 13, 1937,
Galley B6 Fi'V) The Commission in its decision epproving the issuance
of sevurities reserwved jurisdiotion over the reorgnnirmtion faes, Had
the Commission besn s competently run orgsnization, it would not have
been hoodwinked e= it was by the St. Paul reorgenizars. It was so
inefficient in the way in which it imposed a condition on the lssuance
of securitiss, namely, the reservation af juriediction over the fees,
that the condition was thrown out by the courts.

It wms sven mare Insfficlent then already notaed. 4
lawsuit was brought by the reorganized company against the Cormission
+0 prevent it from taling jurisdiotion over the 8%, Faul reorganization
foase The bill of compleint in this mroceeding was drafted by a
group of lawyers inoclwiing the benkars® lawyerss This bill of
complsint was highly migleading. It was misleeding principelly
because it loft out a substantlal portion of the most vital facts
that the Court would have to comeider. Most of those facts had
elreedy baeen disclosed in the record of the Commiesion's own
investigation of the 5t, Feul receivership. There were other
important fects Imown toc the Commisslion, and ocmitted from the bill
of oompleint.

In such a litigation, brought against the United States,
the Departmernt of Justice represents the governmsnt. However, the

Department must rely upon the Interstate Commerce Comni gaion for

information and sssistance., The cm:ksaion was ocalled into this




gituation by the Department of Justiee, but was so inoompetent on
the job, that it did not epprise the Department o Justloce of the
many vital facts omitted from the bill of complaint. Ascordingly,
the government proceeded with the litigation, admitting the correct-
negs oi the allegaticns of the bill of complaint and failing ta
polnt out in its answer that there were other facts of the presteast
importance omitted from the bill.

By the timp the oase resched the United Stetes Suprems
Court, the lopartment of Justice hed itgelf become aware of certain
vital data in the Commission's cwn records which should have been
ealled to the attention of the Court, Belatedly, the govermwnt re-
ferred tc those facts in its brief to the Suprews Court, but wes met
by the argumsnt of complainant’s ecounmel that those facts were oub-
glde the Court reecord and not entitled tg congideration in the Court
proceeding. (See dizsenting opinion of Mr. Justice Stome, 282 U.S.
311, st pp. 338 and 3%.)

Furthermore, the Depertment of Justlve. dld not know other
facts of the greatest importance and Qignifiennee. showing thet the
reorganizers of the new company had pleyed fast and loose with the
Commission, bad tricked it, and wae now on the way te escaping Com—
mission's jurisdiction ovar the fees through the success of those
tricske. Apparenmtly, Juetices Stone, Holmes snd Brandels had knowledge

of these trieks, Justlce Stone, in his dissenting opinlon, concurred

in by the. other two judgee, called attemtion to this trickiness by the




reorganizers and reorpanized company. (282 U.S. 311, at pp. 340-342.)
When the principal finaenciesl lawyer who was in that litigetion -
Robert T. Swaine, ettormey for ;(uhn, Loeb & Coe = testified before the
Wheeler subcommittee in vecember of 1237, he arpued that Justiee Stone
was bugins his dissent on facta not in the Court regord, (Hearing:
December 1%, 1537; Galley 96 F¥V.) WVhat sn implied critiocism this was
of the feilure of the Interstate Commerce Commiassion to have brought
sush vital feots to the attemtien of the Department of Justice for in-
clusicu in the Court record at the cutset of the proo;aeding.

The majority of the Suprems Court geve no heed tc the faots
not in the Court record argued by the iDepartment of Justiee, and to the
additional facts not in the Court record referred to In Justice Stone's
dissenting opinion. i‘ha mejority accepted at face wvelus the highly mis-
leeding allegetions in the bill of compleint which were conbrery to the
aotusl faets s konown to the Comiission lteelfe They ruled, on the
basis of the dofective reoord on which the Commission permitted the is-
guse to be framed, that the Commission had no power te reserve jurisdic-
tion over the fees.

In June, 1935, some of the smmwe group whe had partiocipated in
the proceeding befure the Commiszsion whioh had resulted in ite approval
of the 1928 reorganizetion plan, were before the Commiasicn egain, this
time with a new plan for the recrgenization of the 5t. Paul (the rosed
hsd gome into smother Court insolvenoy procecding just prior thereto).

This plan wee suvbmitted to the Commission by the Beard of Pirectors of

the company, ecme of whom had been chairmen or members of various com-
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mittess which had appeared before the Commisaion in support of the
1928 reorgsnization. Eight of the ten members of the Board were aon
the Board which had instituted the suit against the Commission in
1928, after petting its approval of the reorganigaticn, to prevent
supervision over the fixing of feess The presidest of the compeny
(who was elso & director) had sworn to the misleading petition on
which the case hed pone to the Supreme Court. The ocowmsel for the
oampany appearing bafore the Commission in 1935, wma the law firm of
Cravath, deGersdorff, Sweine & Wooﬁ. This was the law firm which had
planned the whole schems to avoid Commission jurlisdioction over fees in
1628. (Hearings - Dec. 13, 1537, Galley 69 FFV) It is the lew firm
which hoodwinked the Commissione It ie the law firm which got £500,000
in unsupervised fees in the 19528 reorganization; {(Cormittee Exhibit
2258, introduced at hearings, Dec. 15, 1987) It is the lew firm which
secretly presented its omse to Judse Wilkerson in 1925 through its closs
business associate Ralph ¥. Shaw, the attorney for ths reoceivers.
(Besrings - Dec. 6, 1937, Galleys 85 mnd 84 ARF) Tt is the law firm
that planned and really oonduct.ad all the astategy in the litigation to
prevent the Commission from sxercising jurisdiction over the fees.

The Interstate Commerce Commission raised not one peep
against these men when they came back to it in 1935. In fact, in the
intervening years between 1928 and 1935, these individuals had in-
mmerahle deelinrs with the Commdissicn in cormectiom with the
affeirs of the 3t. Paul and other rellireads, aml at all times the
Commission hed raceived them, not as men whe zhould be met with

suspicion and distrust, but insteed, with open armse




2

The record before the Wheeler gubcammittee shows that these
individusls, who constituted the St. Paul menagement, were eager to
rush their plan through in short order. The reorgenization plan wes
filed on Juwe 30, 1935, and it waes the management's design to cumplete
the reorgenization within s period of only six momths, that is, by
December 31, 1935e To this end the compsny enlliated the support of
Chairman Jesse Jones of the R.F.C., who apgreed to the plan before it
was filed on condition that it be consummated by the end of Decembsr,
1935, (Hemrings - Dec. 14, 1937, Galley 45 LW)

Apparently, the St. Psul menagement hed also conferred
privetely with the Finance Division of ths Commission - or at leest
with Commiseioner B, H. Meyer, Chairmen of the Finsnce Division -
concerning its scheme for & speedy reorganiretion of the Compenys
This deduction iz e fair cne bescause of the letter which Commissioner
¥eyer, as Chairmen of the Finance Division of the Commission and as
Acting Chaisman of the Cammisaion itself, wrote to Judge Wilkerson
on June 29, 1935, the dete on whioh the Compeny filed its petition
under Section 77 (Exhibit B)s In his letter, Commiseioner Heyer
indicated his understanding thaet the benkruptey proceeding would
be of short duration, because the manegement was filing ita
reorganization plan with the petition under Section 77.

In' other words, there was an attoupt to reilroad this plan
through in short order, and Commissicmexr Meyer, in his letter, apparently
agatmed e effart would bs suceaessful. Howewer, at the time when he
wrote his lekter to Judge T."iilkérson, bassd on this essumption, the
Chmission hed nct _had any public hearing on the plang the plan had

merely beon filed with the Commlssion, Under the statute, the
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Commission hed no suthority to urge epprovael or rejection of any
reorganication pler until after & full public hearing on edequate
notice to all interested persons. As 2 matter of fact, after Com-
miassionsr Meyer wrote his letter to Judge Wilkerson, an independent
bondholders' committes was organized which vigorously attacked the
reorgenization plan, both ag wsound in its finanecisl structurs end
aa dangerous in throwing control of the sompany back into the hands
of the same group wmder whose musgploes the cocupsny had twice been
wrecked in the space of ten yearss

Unfortunately for the proponents ef the penepement's plau,
Semator Yheeler, s Chairman of the Senate Committee on Interstate
Commerca snd of the suboommittes conducting the railroed investigetion,
put a demper on the acheme to reilroad through the plane. Upon dis-
covering that the Comdssion was apperently agreeable to a spesdy
reorgenization, Senator Wheeler wrote to Cormissioner Meyer urging
upoﬁ him the udesirability of undue heste. He urged that the
Commission wait until the subcommittes had ascertained and meds public
the faota relating to the suecessive St. Paul ineolvenocies. (Exhibit
€) Cormissioner Meyer's response indicated that he wes not in sympathy
with the view expressed by Senstor Whesler. (Exhibit D)

However, the reorgeanization plan itself wms asc unsound that
the Commission could make no progrese with it. As the record of the
Khesler subocommittee shows, the men who backed the plan themselvea
recognized before the end of 1935 that the plan was umworkeble (Hearings =
Dece 14, 1937, Gslley 51 LU), end in September of 1937 the institutional

bondholders cormitiee which hed joined bhands with and had been assooiat~

eéd with the board of directors in this affeir, publicly admitted in the




Commission hearing that the plan was not practicable. (Hearings -
Dece 14, 1837 Galley 52 LU) More recently, as indicated in the
New York Timesg of January 11, 1938, the institutional group has
filed = new plan, radically differing from the plan referrsd toe

Commissioner Heyer, speaking for the Commission, went even
further in his letter of Jume 29, 1535, recommending teo Judge Wilkerson
for the post of trustee of the St. Paul in the 3ection 77 proceeding
Henry A. Soandrett, prosident of the roade Subsequently, Scendrett
was appointed a trustee by the Court.

When Meyer and the Commission took this action, they had
already had some seven years' knowledge of the part Scandrett had
in the triock played on the Coumission with respect to the reorgani«
gaticon fees of 1528 = & trick to which, if the Commission md been
theretofore ignorant of it, Justice Stone called ita attention in
his dissenting opinion in January of 1831.

The matter degerves a brief explanations If the Commission
had been permitted to pese upon the feirness of the reorgenizetion
feweg, it would have undoubtedly reduced thems. Bad it cut the faes,
the money thereby saved would heve been pald either to the reorganised
compeny for the benefit of all its ssourity helders, o to its
stockholders directly for thelr omn benefit. As a mattar of fact,
certein other sums (the residus of- the assessments imposed on the
stookhoidars which was not usad for fees and other reorganizetion
expenses ) which were left over, were actually paid by the reorpanization
managers to the new company. Therefore eny litipation to enjoin the

Commission £rom passing upon the felrness of the fees was litipgation




whioh was adverse to the finenciel interests of the reorganized cumpeny
or its stockholdserse The highest fiduciary in'the situstion was the
president of the reorganirzed companys he was a fiduciary for its
stockholders; he was & Fiduciary not only as president but =iso
ag & member of the board of directorss Hevertheless he, ms one
of the dirsctors of the company, voted to institute the proceeding
to prevent the Caumisaion from paseing upon the reorganieation feos.
He, as president of the company, swors to the accuracy of the bill
of ocompleint upon which the proceseding wes based, a doeument whiech
wes actuslly false in important allegations, and in ita entirety was
only & half truth, or a querter truth, or even an elghth truth, by
reagon o the cmission of some of the most important facts in the
entire cases. Yot it was a 5t. Paul director emd officer with such &
record in dealing with the Cormission, whom the Commission in 1835
recommendad to Juige Wilkerson for appointment es & trustee of the
company uﬁder Séotion TTe

At the time Commisaioner Meyer wrote hia latter to Judge
%ilkeraon, Section 77 of the Bénkruptoy Aot provided that the Com-
mission should make up & panel of its nominees for railroed bankruptoy
trusteeships, from which the judge in charge of any raillroad baunkruptey
eould select the trustees, In June 1935 , the Finance Division of the
Commizeion placed Scendrett on the panel of trustees for tha S5t. Paul,

Commissioner Msyer so notified Judge Wilkerson in his letter.
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The August 1935 amendment to Section 77 changed the
progedure so that the judge in charge of a railroad bankruptey
would select the trustess and then his selections would heve to
oome before the Commission for epprovel or disapproval., Juige
Wilkerson appointed Scandrett as one of three trustees for the
St. Paul pursuant to the provisions of the August amendment.

The Commission, thereafter, acted faverably on Scandrett's name,
ratifying the Judge's appointment. Thus, despite Scandrett's
record of deslings with the Commission, it twice suppoerted him
for the post of trustee.

Juige Wilksrson appointed two other trustees, One of
them was George I. Haight, & Chicago patent lawyer. He wasz &
member of a lawyers' capmittee whioh appeared before a subcommittes
of the Senete Judiciery Committee in 1932 and supported vigorously
President Hoover's nomination of Juige Wilkerson for elavation ta
the United States Circult Court of Appeals. (Hearings - Dec. 14,
1937, Galley 34 LU) Mr, Haight was one of those who signed a
report to Senator Borah, which appears in the hearings on the
nomination of Judge Wilkterson. This report omits any referaence
to the seandels in the St. Paul recelvership of 1925 to 1928 =
despite the fact timt Mr. Daight end his colleagues purported to
give the Rorah aubcomaittee a full and feir statement bearing on
the qualifications of Judge Wilksrson. Nr. Haight also appeared
be:&'cre a subcommittee of the Conmittes on Judieiary of the House
of Representatives investigating raceiﬁership scandals in 1934,

and there defended Judge Wilkerson's conduct in the St. Paul
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receivership of 1926 to 1928. MNr. Heipght particulsriy defended the
emormoue fees gragted by Judge Wilkerson in that case. (Hearing. -
Lece 14, 1937, dalley 34 LU} Following his defense of Juige Wilkerson
refore Yy Congressional subcormittees, on matters directly effecting
the U4, Poul, ¥re Paight was appointed by the judge es one of the
trugtecs in btenlrupicy of the St. Paule This appointment was ratified
by the Finsnce Uivisiom of the Commieaion, under the power conferred
dn it by the August amendment to Section 77.

Judge ilkerson appointed a third trustee, alter J. Cummings,
a Chica o banker, who hed previously had affiliations with railroad car
manugeturing companies and who was still connected with asuch interests,
?re Firance Livision of the 1.C.C. also ratifisd this selections

The August 1835 amendment to Sectiom 77 of the Dankruptcy
ket rede it wmandatory on judges in charge of reilroad bankruptoies
to order trustees in bankruptey to investigate possible past fraud,
mismanagement end miscénduc:t on the part of directors, officers, and
others eomnected with the bankrupt railroad. Such an imvestigation
is velusble in two ways: It may ensble the bankrupt estate to recover
large suwms of noney for the bapnefit of distressed security holders -
in feot, law sults for many millions of deollars have already heen
bepum by trustees in bankruptey of other railrcade. Secondly, such an
investigation ls importaut to prevent the re-acquisition of control of

the rood, when reorganized, by the psrsons who mismanaged or looted it

in the past.




The Congressionsl mendate, s expresred in the smendment to
Section 77, merely reaenforced what any competent judge would have done
o$r his own volition. ‘mfortumately, faw jodpes have ever been alive
to the need of such en investigations Thiz 1s particularly so in the
cesa of past railroad recsiverships, which have hbeen replete with
charges of fraud or other misconduet on the pert of those whose
stewardship of the property felilsd to evert financisl disaster.

One of the worst scandals in a&ll railroad fineancial history

- is that with respeoct to the St. Faul receivership of 1925 to 1928.

That receivership was the subject of adverse oriticism in the halls
of Cangress for yesrs aftef the reorganizatione It reised its ugly
head in the hearings bhofore the Borah Subcommittee of the Senate
Judiciary Commi+tee on the nomination of Judgze Wilkerson to the
Cirecuit éourt of Appealss Tt wis considered by & Suboommittee of
the Fouse Judiclery Committee in 1934 in commection with receivership
fee scandals in Chiecago. It was the one canse plcked by mombers of
ths House and Semate for discussion when what is now Section 77 of the
Bankruptcy Act was under consideration in 1933. It was, in fact, one
of the major scendals which precipitated the Wheelsr Committee ine
vestimation ordered by the Senate in May 1935.

If any railroad bankruptey proceeding ever required a
prompt end thorough in';reat‘igation of past misdeeds, it wea the St. Peul.
Here was e case of which the Commission had special knowledge.
It knew that Judpe Wilkerson had been mixed wp in transametions of the
pest.e It lmew that Scandrett wes mixed up in the seandal of the
litigation on the fessa It was publioc knowledge that Haight hed been

Judge Wilkerson's advance agent in defending the judge before two
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) _ Congrossionsl committees end that he was the special appointee of the
' Judge, having been appointed by him witiout the support of any security
holders. Referenca had bson made to the fact that Cursrings hed had

commections viith railroad car masufacturing companies (and everyone

knows of the dmanners of unsound deals in the purchaase by railroeds

of cars and other equipnment ).

The Cormission slso knww of the recemntly enacted amendment
te Section 77 « the amendment that beceme law in Aupgust of 1935, The
A - Comnission kmew of the exprescsed roguiremant introduced into the Aot
by Congress ealling for a thorough investigation of past wrong-doings -
even of past irrecsularities. Ilnowing all these facts, knowing that the
judge mixed up in past questionsable trgnsactions with respect to the
St. Faul wes now in charge of the secomd of the St. Peul insolvency
proceedings, mowing all the facts just mentioned with respect to
the three trustess, the Cormission, with eyes wide open (or elge

tight shut) retificd their romination by Judge Wilkersonl

shat results oould the Cormission hope for with such an
unwholesome get~upl Obviously, notlhing more then whet hes since
actually occurred. Judgo "llkerson did nothing about the smendment
to Section 77 for many monthss inelly, ten months after the Aot
was pasaed, he entered the order directing the trustees to investie
gate past misdeeds. Sulzequently, {ive wmonths leter, two of the
three trustees {Scandrett not participating) submitted en "interim"
report, whitewsshing the manesgemsnt an everything with which the
report deals. A Turther period of fourteen monthd has now elapsaed
gince the interim report was filed without any sign of either s

Tinal report or a second interim report. Nor has there been any




action by Judgs Wilkerson to compel his representatives, the trustees,
to comply with the legislatiwe requirements,.

Obviously the purpose of Congress as expreseed in the etatute
is completely thwarted if the required report ig not promptly mde.
Tifficult questions cofjeerning the rumning of the Statute of Limite-
tions often arise in actions acsainst directors, officers and others,
arising out of fraud, mismensgement and misoonduct., The pogsibility
that such problems may later confront the trustees If litigetion is
deemsd desirable, necessitates a prompt inwestigation and report.

Horeover, it will play directly in the hands of thoae most
likely to bs the perpstrators of tThe wrongs, nemely, directors,
officers, eto, Tho axperience of the Senate subecmmittee has been
that these very individuals ere normally in ocontrol of the railroad
when it reaches the 3enkruptey Court. 3Such persone have a very vital
interest in the reorgsnization prooceding, nemely, the perpetuation
of their control, and will noturally benefit by delsy, whioch in the
fullness of time may ripsn into cumblete forgetfulnesse. Security
holders mre amrxious o reorgemize. That is their prime desire. They
will not be likely to faver the imstitution of litigation after
several yesrs of benkruptoy if the ti~e hae become ripe for the
consummsation of & reorganization plans ©Since s delay in the
investigation and report of malpractices necessarily wesns a delay
in the institution of posﬁibla damage suits, the practice may
well result ultimstely in & complete whitowashing of possible
misdeeds of the manegemsnts

The long delsy before eny investigation was ordered,
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the whitewashing "interin" report, the further deley without any sign
or indicaticn of an attempt to comply with the requirements of Dection
77 ~ thede were all predietable under the mwholesome set-up uron wiich

the vamnission gave its blegsinge.



Congressionel committess and that he wms the special appointee of the
judge, having been eppointed by him without the support of any sscurity
holders. Reference had been made to the fact that Cwmings had had
connections with rallroed car manufecturing ocampenies (end everyune
kuows of the dangers of unsound desls in the purchase by railroads
of cars end othor equipment).

The Coamdseion rlso knew of the regently ensoted smendment
to Section 77 = the amendment that became law im August of 1336. The
Commission knew of the express rogquirement introduced into the Act
by Congress oelling for a thorough investigation of past wrong-doings,
Knowing a1l these facts, knowing that the judge mixod up ir past question=-
eble transsotions with respeot to the 5t. Faul was now in eharge of the
second of the Ft. Paul insolvency proosedinge, lmowing all the faots
Just mentioned with respect to the three trustees, the Commigsion, with
eyes wide open (or else tight shut) ratified their nomination by Judge
Wilkerson |

Whet results could the Commission hope for with such en unwhole=
some set-up? Obviously, nothing more than what nas sinoce aotusily
occurreds Judge Wilkerson did nothing about the amendment to Seation 77
for many months. Finally, ten months after the Act was passed, he
enterad the order directing the trustees to investigate past nisdeeds
(Hearings « Jece 14, 1937, Galley 36 LU). Subsequently, five months later,
two of the £hree trustees (Scandrett not participating) sulmitted an
"interin® report, whitewmshing the management on ewsrything with which
the report deals (Heerings - Dece 14, 1937, Gelley 36 LU)s A further
peried of fourteen months Mas now elapsed sinoe the interim report was

filed without eny sign of either s finsnl report or s gecond interim re-
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port (Hearinge - Dec. 14, 1957, Gallay 36 LU). Nor has there been eny
astion by Judge Wilkerson to compel his repretmﬁxtiﬂa, the trustees,
to comply with the legirlative requirememnts,

Obviously the purpose of Clongress as expressed in the statute
is completely thwarted if the required report is not promptly made.
pifficult questions concerning the running of the statute of limitetioms
of'ten arise in actions apainst directors, officers and others, arising
out of fraud, mismanagement and miscomduoct, The possibility that such
problems may later confront the trustees if litigation is deemed desirsble,
neoesgitates & prampt investigation and report.

Moreover, delay will play direetly into the hands of those most
likely to be the perpetrators of the wrongs, namely, directors, officers,
gtee The experience of the Senate suboommittes has been that theose very
individusls sre normalily in control of the reilroad when it reaches the
Bankruptey Courts. Such persons have & very vital interest in the reor=~
ganization proeeeding, namely, the perpetuation of their comtrol, and
will naturally banefit by delsy, which in the fullness of time may ripem
into ccmplete forgetfulness. Security holders are anxiocus to reorganize
end get the property out of the bankruptcy court, That is their prime
desire, They will not be likely to favor the imetituticom of litigation
after severnl years of b&nkruptcy'if the time hae become ripe for the
congumration of a reorpanication pian. Since a delay In the imvestigation
and report of malpractices necessarily means a deley in the institution
of possible demage suits, the practice may well resuit ultimately in a

complete whitewnshing of posaible misdeeds of the manegament.
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The long delay before eny investigation was crdered, the white-
washing “interim" report, the further deley without any sign or indica-
tion of an ettempt to comply with the requlrenents of Seetion 77 - thase
were all predictable under the unwholesome set-up upan which the
Comnission basbowad its blessing.

The second benkruptcey of the St. Paul was daferred until the
sugner of 1935 largely through the pouring in of govermment funds in an
abortive effort to avert ineviteble digaster. The 5t. Peul obtained loans
of over 8 million dollers from the Reconsiruction Finance Corporation
in 1932, and additional loans of approximately 3% million dollers fyom
the Publie Works Administretion in the esrly spring of 1934 (Hearings -
December 10, 1937, Gelley 64 FFV)s In December 1934 the Interstate
Commerce Commission spproved en additioral R. Fe Ce losn of 5% million
dollars {Hearings - December 10, 1937, Galley 8O FFV). Under the
Emergency Reilroad Iranspertation Act of 1933 the Commission wes required
to pass on all loens to railroeds by the Re Fa Co and was forbiddem to
approve such loens where the carrier was "in need of finanoial reorganiza-
tion" (Hearings - Lecember 10, 1937, Galley 63 FFV),

When the Commission approved the loan of 33 million dollars in
Degember of 1934, everyone who knew anything at all sbout the St. Paul
situetion realized that the campeny's financiel etructure needed e drastie
reorganizetions The Financial Vice Presidemt of the road, who was also
& director, so informed the Ste Paul board &t a meeting held December 18,

1934 to determine whether the loan, elrsady epproved by the Comission

the previcus day, should be cecepted by the campany (Hearings ~ December 10,
1837, Galleys 81 = 83 F¥V}, Indeed, the Commission's own Bureau of

iﬁ,., Co o i‘.:;




Finanoe originally refused to reccmmend approval of the loan, recognizing
the obvious fact that the road needed reorganizetion. The Commission
solved this problem by certifying that the roed was "not in need of

reorgenization at the present time"(Hearings, December 14, 1937, Gelley 43LU).

Thus, by the use of the weasel words "at the present time" the Commission
entirely circumvented the imtention of Congress ams e@rm.mad in the
Tmergency Bailroad Transportation Act, Congress had expressly forbade
loans to roads in need of reorganiration, The Commlasion unjustifiebly
interpreted this to refer to forthwith need of reorgenizetion, in effect
seyins that if a rosd ocould possibly defer reorganizetion for six months
or one month or a waek or perhaps even a dsy it was not in need of re-~
orgeniezation within the manniﬁg of the Act. The sbaurdity of such sn
interpretation of the statute is spparemt,

Its appliecation to the 5t, Paul situation is striking. Within
two months after the loan wes approved‘ the 5t. Paul meanagement decided
to reorganize, Uithin six moothe it had flled a petition undar Seotionm 77
of the Bankruptoey Act together with & reorgenigation plen materially

changing the finaneial structure of ths company.
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EAHIBIT A

Excerpt from dissenting opinion of Commiseioner

Eastmen In Chisago, Milwaukee & 3t. Paul reor-

ganization, 151 I.C.Cs 673, T1l (decided January
4, 1928).

A3 I understand their position, the majority of the
campiasion are not here authorizing the deasired securities
because thoy regard all of the provisions of the reorganization
plan with fgvor. On the contrary 1t is made quite clear in the
finasl paragraphs of the report on the gensral invegtigation of
St. Peul affairs that they recognice the "obvious shortcomings"
of the plan. They find themselves faced with the alternetives
of either approving & poor plan cr compelling the negotismtion
of new agreements with the likelihood of further considersble
delay end expense in talkding the railroasd out of receivership.

In this dilemma they choose approval of the plen as the leasasr
evil in the public interests Such a conclusion, it seems to ms,
is ill-considered. This 135 not the firet time that the commission
has approved reorganiszation planeg upon such a theory, and in at
leaat two instences there heve been auccessive reorganizations of
the same property. The need for a mare positive policy is cleerly
indicated. The effect upon the country of a rejectiom of this
plan would be tonic. Noreover 1 belisve that reasonable changes
in the plan could and would be mede without unduve difficulty.

But even if delay ensued, it would bs no dire mizfortune for

the property to remein a 1itile longer in receivership. It has

ac far been much improved during the receivership, and doubtless
this improvement would continwe. '



EXHTRIT B

Excerpt from Comuittee!s Exhibit Fo. 2338 introduced at hear-
ing on [ecember 14, 1837 - beiny letter dated June 29, 1835
from B, H. Meyer, Actins Chairmen of the Interstate Commerce
Commission tc the Judges of the U. S. Distriet Court, Northern
Digtriet of Illinols, Eastern Divisicn,

This Commission is advised thet a petitiom is
being presentsd to your court by the Chicago, ¥ilwau-
kes, St. Feul & Pecific Railroad Ce. for recrganiea-
ticn under geotior 77 of the Bankruptey Aot. The Com-
mission on June 29, 1935, issuved its twentieth sup-
plemsntel order in the matter of a pavnel of etanding

trustees, adding to its panel the name of H. A. Sosn-
drett, of Chicapgo, Ill.

A ghort proeseding is anticipated sinos a plan
of reorper.ization is being flled with the petitiom;
and feor this reason the name of the president of the
Chieago, Milweukee, ct. Paul & Pacifie Reilrosd Co.
is the only ome added to the panel at this time.
Should a larger list be desired from whish %o gelect
trustess, the Commission will add other names.




S EXNIRIT €

Zxoerpt from Committes’s LHxhibit loe 2339 imtroduced at hearing

on December 14, 1937 = being letter dated fugust 1, 1935 fron
Senator Hurton K. Shwelar, cluirmen of the Coamittoer em Interstate
Comzorce of the United Jtates Senste, to Hon., Balthaser H, Hoyer,
toting Thalrmem of the Interstate Coumsroe Commission,

word has rle¢ omme to mae, from lmportant sources, that
efforts will be made to puch rosrganizations through with a
view to reteining for oorporate insiders control of the roads
before there iz full publio diselosure of ths consequences of
theoir paat contrel of thoge roadae

In view of this, I m: duty bound, as Cholrman of the
femmto Comittee on Intorstate Comneres, %o eall your atbou~
tien to seversl considerations. Tho first 1ls the adoptimn
by the Sennte an May 20, of Semate Hemolution 71, diresting
the imrestipation of railronds, and speoifioally railroad roe
organizations. The saoond lz the seleotion, on July 5, 1835,
by the Federml Coordinetor of Trangporitstion of railrcads to
be investigated.

s ® & &

The third fact to whish I am ocnatrained %o refer is the
nood for meking the fennte oomalttes's Inquiry useful 4o in~
vostors during thelir surrect difflioulties, and not morely useful
for ramote future purposes after the presant situaticn hae bem,
gs reports of present sattompts have recently demoribed it, "sewed
up in & bag® by insiders,

The fourth fast peortinant for oconaideratlion le that whene
evoy tho Coxdesion haz herejofors prosseded under preszswre in
reorganizetion matters, the result has been to take up ite L{ime and the
time and efforts of indeperdent goourity holders on plansg whioch had
te be sbandonsd ag in the Friseo Zsilroed in 1933, or a3 plang
wilch the Commission approved te the ultimate losas of the investing
publie, se in the “t. Paul fuilway in 1528,

Recognizing that it is ths duty of the Camsission 10 Proe
eoad with dispatoh, I can not fail to note thet dispatoh st be
directed to the prisary end of protecting the publis interest nnd
magses of luvestors, that thelr interests are not furthered by
digpatoh whiach esrmot protect themg that the most thorough inguiry
and preparation ghould first be had before the recrganisation of
a half-billion dollar railrcad property ia wndertsken which proposes
to lwave the sime finanoial interests in sontrol that have adnittedly
veen uneble to mansge the road suocesafully whatover the ressons
ey be - elso inaniders will tale oare of themselves, and the ordinary
public is left holding the sack,



inoso reseris ape made with full recoznibion of the ine
dependent status of the Commission and with the convistiom thet
the Ccmaisclon is meting in entire good faith, ut, in view of
what hap © ne on in the reorganization of sase milroeds in the

" pmet, I believe that & thorough examination into the past

finenclsl transactions of these roads shwould bohad befors the
GCezrmisclon asts om the plans subtmittod b thome oombrolling the
ronds at the present tinos
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Exoerpt from Casnittes's Exhibit Noe 2340 introduced et hearing

o December 14, 1957 - being letter dmted August 2, 1936 from

Be He Meyer, Acting Chairman of the Interstate Commerce Commission,
to Senator Burton K, Wheeler, Cheirman of the Committes on Intere
state Comnerce of the United States Senate.

Ve recognize the importance of the considerations you
so clearly state, Obviously the public interast, inoluding
the interest of both the investore and the users, must be
contantly before us in the performance of ouwr administrative
duties under the mot of Congress, which makes us a5 well
an ald to the Federal courts in the enforcement of ome class
of cases arieing under the bankruptoy lawa. %o have been and
sre mindful of our duty to dispatoh business, and to hear
those who, by law, have been scoorded a right to be heard fully,
as well as promptly: that duty we will endeavor to perform so
as to acoomplish the ends of justloe, to conserve the public
interest, snd to cooperate with all other sgencies of the
government, hatever time is reasonably necessary under cur
practice is aa of right soccrded parties eppearing before us,
for the full deovelopment of pertinent matters, so that our
final determination may represent au informed judgmont. At
the same time, we muet avold just oriticiem at undue delay in
according peartiss em opportnmity to present thelr contentions,
and, in respect of this partieular statute, must sooperats
with the courts as well,under rules presoribed for cur govern-
ance by the Supreme Court of the United States, as reguired by
law. That balance of interestes we shall endeavor to keasp equal,

We ere glad to have this cpporbtunity to restate our genersal
pelioy to you. In the impertant investigation yon heve under
way we wish to accord your committes every possible aid.



